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Check each applicable box below. (See instructions for further detalil.)

All required component units/ffundsfagencies of the local unit are included in the financial statements and/or disclosed in the
reporting entity notes to the financial statements as necessary.

There are no accumulated deficits in one or more of this unit's unreserved fund balances/unrestricted net assets
(P.A. 275 of 1880) or the local unit has not exceeded its budget for expenditures.

The local unit is I compliance with the Uniform Chart of Accounts issued by the Department of Treasury.
The local unit has adopted a budget for all required funds.

A public hearing on the budget was held in accordance with State statute.

The local unit has not violated the Municipal Finance Act, an order issued under the Emergency Municipal Loan Act, or
other guidance as issued by the Local Audit and Finance Division.

The local unit has not been delinquent in distributing tax revenues that were collected for another taxing unit,
The local unit only holds deposits/investments that comply with statutory requirements.

The local unit has no illegal or unautharized expenditures that came fo our attention as defined in the Bultetin for
Audits of Local Units of Government in Michigan, as revised (see Appendix H of Bulletin).

There are no indications of defalcation, fraud or embezzlement, which came to our aftention during the course of our audit
that have not been previously communicated fo the Local Audit and Finance Division {LAFD). If there is such activity that has
not been communicated, please submit a separate report under separate cover.

The local unit is free of repeated comments from previous years.
The audit opinion is UNQUALIFIED.

The local unit has complied with GASB 34 or GASB 34 as modified by MCGAA Statement #7 and other generally
accepted accounting principles {(GAAP).

The board or council approves all invoices prior to payment as required by charer or statute.
To our knowledge, bank reconciliations that were reviewed were performed timely.

If @ local unit of government (authorities and commissions included) is operating within the boundaries of the audited entity and is not
included in this or any other audit report, nor do they obtain a stand-alone audit, please enclose the name(s), address{es), and a
description(s) of the authority and/or commission.
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INDEPENDENT AUDITOR'S REPORT
Honorable Board Members

Clarence Township
Albion, MI 48821

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of Clarence Township, Alblon,
Michigan, as of and for the year ended March 31, 2007, which collectively comprise the Township's basic
financial statements as listed in the table of contents. These financial statements are the responsibility of the

Clarence Township management. Our responsibility is to express an opinion on these financial statements
based on our audit.

We conducted our audit in accordance with audiling standards generaily accepted in the United States of
America. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test
- basis, evidence supporting the amounis and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as

evaluating the overall financial statement presentation. We believe that our audit provides a reasonabie
basis for our opinion.

In our opinion, the financial statements referred o above present fairly, in all material respects, the financial
position of the governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the Clarence Township, Albion, Michigan, as of March 31, 2007, and the
respective changes in financial position thereof for the year then ended in conformity with accounting
principles generally accepted in the United States of America.

The management's discussion and analysis, pages 2 through 4, budgetary comparison information, pages
25 through 27, and combining balance sheet and statement of revenues, expenditures, and changes and
fund balance, pages 28 and 29, are not a required part of the basic financial statements but are
supplementary information required by accounting principles generally accepted in the United States of
America. We have applied certain limited procedures, which consisted principally of inquires of management

regarding methods of measurement and presentation of the required supplementary information. However,
we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Clarence Township, Albion, Michigan, basic financial statements. The introductory section and
combining nonmajor fund financial statements are presented for purposes of additional analysis and are not
a required part of the basic financial statements. The combining nonmajor fund financial statements have
been subjected to the auditing procedures applied in the audit of the basic financial statements and, in our
opinion, are fairly stated in all material respects in relation to the basic financial statements taken as a whole.
The introductory section has not been subjected to the auditing procedures applied in the audit of the basic
financial staterents and, accordingly, we express no opinion on them.

(/M&Qw:rf /ﬁr-fﬁi' {6.Pc

Grand Ledge, Michigan
September 28, 2007

S . - Randall L. Tepatti, Registered Representative _
Sccuﬁtis offered through NEXT Financial Group, Inc. Member NASD/SIPC. Cardinal Tepatti & Co., BC. is not an affiliate of NEXT Financial Group, Inc.



CLARENCE TOWNSHIP
MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR YEAR ENDED MARCH 31, 2007

The management of the Clarence Township, (“the Township") offers this narrative overview and analysis
of the financial activities of the Township for the year ended March 31, 2007 for the benefit of the readers
of these financial statements. This management's discussion and analysis is intended to assist the reader
in focusing on significant financial issues and to provide an overview of the Township's financial activity.
We encourage readers to consider the information presented here in conjunction with the financial
statements as a whole, which can be found in this report.

Financial Highlights

The Township's assets exceeded its liabilities by $1,923,892 (net assets) for the current year. This
compares to the previous year when assets exceeded liabilities by $1,914,262.

Total net assets are comprised of the following:

(1) Capital assets, net of related debt, of $970,936 includes property and egquipment, net of
accumuiated depreciation, and reduced for outstanding debt related to the purchase or
construction of capital assets.

{2) Net assets of $117,080 are restricted for debt service on sewer bonds.

(3) Unrestricted net assets of $835,876 represent the portion available to maintain the Township's
continuing obligations to citizens and creditors.

The Township's governmental funds reported total ending fund balance of $235,884 this year. This
compared to the prior year ending fund balance of $207,432 showing an increase of $28,452 during the
year. The total fund balance was unreserved at each year end.

At the end of the current fiscal year, unreserved fund balance for the General Fund was $92,493, or
38.4% of total General Fund expenditures including transfers and 36.8% of total General Fund revenues
including transfers. '

State-shared revenue, the general fund's largest revenue source, was increased hy $7,446 by the State
of Michigan. '

Overview of the Financial Statements

The Township's financial statements consist of three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. The report also
contains other supplementary information in addition to the basic financial statements.

The Statement of Net Assets presents information on all of the Township's assets and liabilities, the
difference between the two being reported as the Net Assets of the Township. Over time, increases or
decreases in net assets can serve as a useful indicator of whether the financial position of the Township
is improving or detaricrating.

The Statement of Activities gives the information on the revenues and expenses causing the underlying
change in the government's net assets during the most recent year. All changes in net assets are
reported as soon as the change occurs, regardless of the timing of related cash flows.

The government-wide financial statements can be found on pages 5 and 6 of this report.
Focus on Funds

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Township uses fund accounting to ensure and
demonstrate compliance with finance-related legal requirements. The funds of the Township are
categorized as governmental funds.
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The Township has three kinds of funds:

Governmental funds are used to account for essentially the same functions reported as governmental
activities in the government-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial staiements focus on nearterm inflows and outflows of
expendable resources, as well as on balances of expendable resources available at the end of the fiscal
year. Such information may be useful in evaluating a gevernment’s near-term financing requirements.

Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
50, readers may better understand the long-term impact of the government's near term financing
decisions. Both the governmental fund balance sheet and the governmental fund statement of revenues,
expenditures, and changes in fund balances provide information to facilitate this comparison between
governmental funds and governmental activiiies.

The Township maintains four individual governmental funds. Information for these funds is presenied in
the fund balance sheets and fund statements of revenue, expenditures, and changes in fund balances.
The general fund is considered to be a major fund and the three capital project funds are considered to
be non-major funds.

The Township adopts an annual appropriated budget for its general fund. Budgetary comparison
statements have been provided for the general fund in the required supplementary information.

Proprietary funds are reported in the fund financial statements and generally report services for which the
Township charges custamers a fee. The Township only has one kind of proprietary fund, this is an
enterprise fund. Enterprise funds essentially encompass the same functions reported as business-type
activities in the government-wide statements. Services are provided to customers external to the
Township organization such as sewer utilities.

Proprietary fund statements provide both long-term and short-term financial information consistent with
the focus provided by the government-wide financial statements but with more detail for the sewer fund.

Fiduciary funds such as the cemetery trust fund are reported in the fiduciary fund financial statements, but
are excluded from government-wide reporting. Fiduciary fund financial statements report resources that
are not available to fund Township programs. Fiduciary fund financial statements report similarly to
proprietary funds.

The basic governmental, proprietary, and fiduciary fund financial statements can be found on pages 7
through 15 of this report.

Notes to the financial statements

The notes provide additional information that is essential to a full understanding of the data provided in
the government-wide and fund financial statements. The notes to the financial statements can be found
on pages 16 through 24 of this report.

Other information

in addition to the basic financial statements and accompanying notes, this report also presents certain
required supplementary information concerning the Township’s general fund budget on pages 25 through
27 and combining statements for non-major funds on pages 28 and 28.



Condensed Financial Information

The table below compares key financial Information In condensed format:

ASSETS
Cash and Cash Eguivalents
Investments
Receivables - Net
Prepaid Insurance

Assets Restricted by Bond Indentures

Capital Assets - Nat
Total Assels

LIABILITIES
Accounts Payable
Accrued and Other Liabilities
MNoncurrent Liabilities
Due Within One Year
Due In More Than One Year

Total Liabilities

NET ASBSETS
Invested in Capital Assets
Restricted for Debt Service
Unrestricled

Total Net Assets

REVENUE
Property Taxes
State Shared Revenue
Investment Eamnings
Miscellaneous
Charges for Services

Total Revenue
EXPENSES
Township Services
Sewer Service

Total Expenditures

CHANGE IN NET ASSETS

Contacting the Township

Govemnmental Business-Type
Activities Activities Total

2007 2006 2007 2006 2007 2006
230,384 § 212,829 § 18,460 & 63,618 § 24BB44 § 276,547
124,000 124,329 124,000 124,329
26,111 11,652 486,357 519,114 512,468 530,766
3,500 3,628 4,375 3,629 7.875 7,258
117,080 71,726 117,080 71,726
79,997 83,390 1,280,939 1,297,847 1,360,936 1,381,237
339,882 311,600 2,031,211 2,080,263 2,371,203 2,391,863
2,125 3,825 48,007 41,701 50,132 45,526
2,304 1,763 4,875 5312 7,179 7,075
35,000 35,000 35,000 35,000
355,000 380,000 355,000 350,000
4,429 5,588 442 882 472,013 447,311 477,601
79,997 83,380 890,939 872,847 970,936 956,237
117,080 71,726 117,080 71,726
255,566 222,622 580,310 663,677 835,876 886,259
33563 % 306012 % 1,588,329 $ 1,608,250 § 1,923,892 § 1914262
150,642 % 137811 & 5 $ 150,542 § 137,811
138,646 131,200 138,646 131,200
863 1,617 30,337 27,418 31,300 29,035
10,523 15,640 10,533 15,640
22,769 27,680 128,350 116,223 151,128 143,913
323,453 313,858 158,696 143,641 482,149 457,599
293,902 265,219 293,902 265,219
178,617 184,965 178,617 184,965
293,902 265,219 178,617 184,965 472,519 450,184
29,551 §$ 48,739 & (18,921) & {41,324) $ 9630 § 7,415

This financial report is designed to provide the wide variety of users of this document with a general
overview of the Township’s finances and demonstraie the Township's accountability for the money
entrusted to it. If you have any questions regarding this report or need additional financial information,
please direct your requests to the Clarence Township, 27052 R Drive North, Albion, Michigan 49224.



CLARENCE TOWNSHIP
STATEMENT OF NET ASSETS
MARCH 31, 2007

Primary Government

Governmental Business-type
Activities Activities Total
ASSETS
Cash and Cash Equivalents 3 230,384 § 18,460 % 248,844
Investments 124,000 124,000
Receivables - Net 26,111 486,357 512,468
Prepaid Insurance 3,500 4,375 7.875
Assets Restricted by Bond Indentures 117,080 117,080
Capital Assets - Net _ 79,997 1,280,939 1,360,936
Total Asseis 339,992 2,031,211 2,371,203
LIABILITIES
Accounts Payable 2,125 48,007 50,132
Accrued and Other Liabilities 2,304 4,875 7,179
Nonecurrent Liabilites
Due Within One Year ' 35,000 35,000
Due in More Than One Year 355,000 355,000
Total Liabilities 4,429 442,882 447,311
NET ASSETS
Invested in Capital Assets 79,997 890,939 970,936
Restricted for Debt Service 117,080 117,080
Unrestricted 255,566 580,310 835,876
Total Net Assets $ 335,563 $ 1,588,329 § 1,923,892

The notes to the financial statements are an integral part of this sfatement.
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ASSETS
Cash and Cash Equivalents
Receivables:
Taxes
Accounts

Total Assets

LIABILITIES AND FUND EQUITY
LIABILITIES
Accounts Payable
Accrued and Other Liabilities
Due to Other Funds
Deferred Revenues

Total Liabilities

FUND EQUITY
Fund Balance - Unreserved

Total Fund Equity

Total Liabilities and Fund Equity

The notes to the financial statements are an integral part of this statement

CLARENCE TOWNSHIP
GOVERNMENTAL FUNDS
BALANCE SHEET
MARCH 31, 2007

Other Nonmajor Total
Governmental Governmental
General Funds Funds

$ 94,207 3 150,021 & 244 228
8,771 7,411 16,182

9,929 9,029

$ 112,907 5 157,432 3 270,339
% 2,125 s 5 2,125
2,304 2,304

7.214 6,630 13,844

8,771 7,411 16,182

20,414 14,041 34,455

92,493 143,391 235,884

92,493 143,391 235,884

3 112,807 & 167,432 3 270,339

=




CLARENCE TOWNSHIP
GOVERNMENTAL FUNDS
RECONCILIATION OF BALANCE SHEET OF GOVERNMENTAL
FUNDS TO STATEMENT OF NET ASSETS
MARCH 31, 2007

Total fund balance -Total governmental funds 8 235,884

Amounts reported for governmental activities in the
statement of net assets are different because:

Capital assets used in governmental activities are not
financial resources and are not reported in the
governmental fund financial statements. 245,908

Accumulated depreciation has not been included in the
governmental fund financial statements. (165,911)

Ceriain receivables are not avallable to pay for current period
expenditures and, therefore, are deferred in the funds. 16,182

Prepaid items are not available te pay current-period
expenditures and, therefore, not reported in the funds. 3,500

Net assets of governmental activities 3 335,563

The notes to financial statements are an integral part of this statement.
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REVENUES
Taxes
State Grants
Licenses & Permits
Charges for Services
Interest & Rentals
Other Revenue

Total Revenues

EXPENDITURES
Current:
General Govermnment
Public Safety
Public Warks
Capital Outlay

Total Expenditures

Excess of Revenues Qver
{(Under) Expenditures

Other Financing Sources {Uses)

Operating Transfers In
Operating Transfers Out

CLARENCE TOWNSHIP
GOVERNMENTAL FUNDS

STATEMENT OF REVENUE, EXPENDITURES
AND CHANGES IN FUND BALANCES
YEAR ENDED MARCH 31, 2007

§

Total Other Financing Sources (Uses)

Net Change in Fund Balances
Fund Balance - April 1

Fund Balance - March 31

Other Nonmajor Total
Governmental Governmental
General Funds Funds
83,824 s 62,097 3 145,921
138,646 4,377 143,023
16,372 16,372
4,240 4,240
3,673 690 4,363
1,836 1,836
248,591 67,164 315,755
163,562 163,562
68,598 51,781 120,379
6,439 6,439
-0-

232,160 58,220 290,380
16,431 8,944 25,375
3,077 9,000 12,077
{9,000} (9,000)
{5,923) 9,000 3,077
10,508 17,844 28,452
81,985 125,447 207,432
02493 5 143,391 3 235,884

The notes to the financial statements are an integral part of this statement
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CLARENCE TOWNSHIP
GOVERNMENTAL FUNDS

RECONCILIATION OF THE STATEMENT OF REVENUE, EXPENDITURES
AND CHANGES IN FUND BALANCE TO STATEMENT OF ACTIVITIES

YEAR ENDED MARCH 31, 2007

Net Change in Fund Balance - Total Governmental Funds

Amounis reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as expenditures;
in the statement of activities, these costs are allocated
over their estimated useful lives as depreciation.
Depreciation expense

Revenues in the statement of activities that do not provide
current financial resources are not reported as revenue
in the funds.

Property taxes

Prepaid items reduce expenses reported in the statement
of activities, but are reported as expenditures in
the governmental funds because they require the use of
current financial resources.

Change in Net Assets of Governmental Activities

The notes to financial statements are an integral part of this statement.
10
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CLARENCE TOWNSHIP
PROPRIETARY FUNDS
STATEMENT QF NET ASSETS
MARCH 31, 2007

ASSETS
CURRENT ASSETS:
Cash and Cash Equivalents
Investments - At Cost
Recelvables:
Special Assessment Receivable - Current
Prepaid Expenses

Total Current Assets

NONCURRENT ASSETS:
Restricted Assets:
Cash and Cash Equivalents
Due From County
Special Assessment Receivable
Capital Assets - Net

Total Noncurrent Assets
Total Assets

LIABILITIES
CURRENT LIABILITIES:
Accounts Payable
Accrued Interest Payable
Current Portion - Long Term Debt

Total Current Liabilities

NONCURRENT LIABILITIES:
Long-term Debt - Net of Current Portion

Total Noncurrent Liabilities

NET ASSETS
Investment in Capital Assets - Net of Related Debt
Restricted for Debt Service
Unrestricted

Total Net Assets

Enterprise-
Sewer Fund

18,460
124,000

30,202
4,375

177,127

117,080
333,295
122,770
1,280,939

1,854,084

2,031,211

48,007
4,875
35,000

87,882

355,000

442,882

890,939
117,080
580,310

1,588,329

The notes to the financial statements are an integral part of this statement
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CLARENCE TOWNSHIP
PROPRIETARY FUNDS
STATEMENT OF REVENUES, EXPENSES, AND CHANGES IN NET ASSETS
YEAR ENDED MARCH 31, 2007

OPERATING REVENUES:
Charges for Services
Other Revenue

Total Operating Revenues
OPERATING EXPENSES:
Cost of Sewage Traatment
Billing and Administrative Costs
Depreciation
Total Operating Expenses
QOPERATING LOSS
NONOPERATING REVENUE (EXPENSES)
Interest Received on Special Assessments
Interest Revenue
Interast Expense & Fiscal Charges
Total Nonoperating Revenues (Expenses
CHANGE IN NET ASSETS
NET ASSETS - APRIL 1

NET ASSETS - MARCH 31

Enterprise
Sewer Fund

3 114,858
13,500

128,359

92,182
12,066
53,556

157,804

(29,445)

9,023
21,314
(20,813)

9,524

(19,921)

1,608,250

$ 1,588,329

The notes to financial statements are an integral part of this statement
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CLARENCE TOWNSHIP
PROPRIETARY FUNDS

STATEMENT OF CASH FLOWS
YEAR ENDED MARCH 31, 2007

CASH FLOWS FROM OPERATING ACTIVITIES:
Cash Received From Customers
Cash Payments for Goods & Services
Cash Payments to Employees

Net Cash Provided by Operating Activities

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Collection of Special Assessments
Principal Paid on Revenue Bends
Interest Paid on Revenue Bonds
Increase in Due From County

Net Cash Provided by Capital and Related Financing Activities

CASH FLOWS FROM INVESTING ACTIVITIES
Interest Received on Special Assessmenis
Interest on Investments
Purchase of Equipment
Sale of Investments

Net Cash Used in Investing Activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS - APRIL 1

CASH AND CASH EQUIVALENTS - MARCH 31

RECONCILIATION OF OPERATING INCOME TO NET CASH
FROM OPERATING ACTIVITIES
QOperating Income (Loss)
Adjustments to Reconcile Operating Income {Loss)
to Net Cash Provided by Operating Activities
Depreclation
{Increase) Decrease in Prepaid Expensas
{Increase) Decrease in Due From Other Funds
{Increase) Decrease in Due From Other Governments
Increase (Decrease) in Accounis Payable
Increase (Decrease) in Accrued Interest Payable

Total Adjusiments

NET CASH PROVIDED BY OPERATING ACTIVITIES

The notes to financial staterments are an integral part of this statement
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Enterprise
Sewer Fund

162,231
(97,646)

(7,279)
57,306

31,013
(35,000)
(20,813}

(15,866)

(40,666)
9,023
21,314

(36,648)
329

(5,982)
10,658
124,882

135,540

(29,445)

53,556
(746)
10,462
17.610
6,306

{437)
86,751

57,306



CLARENCE TOWNSHIP
FIDUCIARY FUNDS
STATEMENT OF NET ASSETS
MARCH 31, 2007

Cemetery
Trust
ASSETS
Cash and cash equivalents $ 7,553
Investments 50,000
Total Assets 57,653
LIABILITIES AND NET ASSETS
LIABILITIES
Due to Other Funds -0-
NET ASSETS
Reserved 57,653
Total Net Assets $ 57,653

The notes to financial statements are an integral part of this statement
14



CLARENCE TOWNSHIP
FIDUCIARY FUNDS
STATEMENT OF CHANGES IN NET ASSETS
MARCH 31, 2007

ADDITIONS
Cemetery Lot Sales $ 825
Investment Income - Interest 3,077
Total Additions 3,902
DEDUCTIONS
Transfers 3,077
Change in Net Assets 825
Net Assets - April 1 56,728
Net Assets - March 31 8 57,553

The notes to financial statements are an integral part of this statement
15



CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The accounting policies of Clarence Township conform to accounting principles generally accepted in
the United States of America (GAAP) as applicable to governmental units. The following is a summary
of the significant policies used by Clarence Township:

The Reporting Entity

Clarence Township is governed by an elected five-member Board of Trustees. The accompanying
general purpose financial statements have been prepared in accordance with criteria established by
the Governmental Accounting Standards Board for determining the various governmental
organizations 1o be included in the reporting entity. These criteria include oversight responsibility, scope
of public service, and special financing relationships. In accordance with generally accepted
accounting principles, there are no component units to be included in these financial statements.

Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and the statemeni of
activities) report information on alf of the non-fiduciary activities of the Township. For the most part, the
effect of inter-fund activity has been removed from these siatements. Governmental activities,
normally supported by taxes and intergovernmental revenues, are reported separately from business-
type activities, generally financed in whole or in part with fees and charges for support.

The statement of activities demonstraies the degree to which the direct expenses of a given function
or segment are offset by program revenues. Direct expenses are those that are clearly identifiable with
a specific function or segment. Program revenues include: (1) charges to customers or applicants
who purchase, use, or directly benefit from goods, services, or privileges provided by a given function
or segment; and (2) grants and contributions that are restricted to meeting the operational or capital
requirements of a particular function or segment. Taxes and other items not properly inciuded among
program revenues are reported instead as general revenue.

Separate financial statements are provided for governmental funds, proprietary funds and fiduciary
funds, even though the later are excluded from the government-wide financial statements. Major
individual governmental funds are reported as separate columns in the fund financial statements.

Fund Financial Statements

The Township segregates transactions related to certain functions or activities in separate funds in
order to aid financial management and to demonstrate legal compliance. Separate statements are
presented for governmental activities. These statements present each major fund as a separate
column on the fund financial staternents.

Governmental funds are those funds through which most governmental functions typically are
financed. The measurement focus of governmental funds is on the sources, uses and balance of
current resources. The Township has presented the following governmental funds:

General Fund — The general fund is the Township's primary operating fund. It accounts for all financial

resources of the general government, except those required to be accounted for in another fund. The
general fund is the Township's only major governmental fund.
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONT'D

Capital Improvement Funds — These funds are used to account for financial resources to be used for
the construction or improvement of major capital facilities {other than those financed by proprietary
funds, special assessment funds, and trust funds).

The Township reports the following major proprietary funds:

Sewer Funds — The Sewer Funds account for the activities of the sewage distribution system. This
fund is financed primarily by a user charge for the provision of those services.

Additionally, the Township reparis the following fund types:

Fiduciary Funds — Fiduciary funds are used to account for assets held by the Township in a trustee
capacity or as an agent for individuals, organizations, other governments, or other finds. These include
the Cemetery Trust and Tax Collection Funds. These funds are custodial in nature (assets equal
liabilities) and do not involve the measurement of results of operations.

Non-major Governmental Fund — The non-major governmental fund consists of the Capital
Improvement Funds. These funds are used to account for the development of capital facilities other
than those financed by the operations of an Enterprise Fund.

Measurement Focus/Basis of Accounting

Measurement focus refers to what is being measured; basis of accounting refers to when revenues
and expenditures are recognized in the accounts and reported in the financial statements. Basis of
accounting relates to the timing of the measurement made, regardless of the measurement focus
applied.

The government-wide financial statements are reporied using the economic resources
measurement focus and the accrual basis of accounting. Revenue is recorded when earned and
expenses are recorded when a liability is incurred, regardiess of the timing of related cash flows.
Property taxes are recognized as revenue in the year for which they are levied. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenue Is recognized as soon as
it is both measurable and available. Revenue is considered to be available if it is collected within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
Township considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generally are recorded when a liability is incurred, as under accrual
accounting. However, debt service expenditures, expenditures relating to compensated absences,
and claims and judgements are recorded only when payment is due.

Private-sector standards of accounting issued prior to December 1, 1989, are generally followed in the
government-wide financial statements to the extent that those standards do not conflict with standards
of the Governmental Accounting Standards Board.

As a general rule, the effect of inter-fund activity has been eliminated from the government-wide
financial statements.
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES — CONT'D

Amounts reported as program revenue include: (1) charges to customers or applicants for goods,
services or privileges provided; (2) operating grants and contributions; and (3) capital grants and
contributions, including special assessments. Internally dedicated resources are reported as general
revenue rather than as program revenue. Likewise, general revenue includes all taxes.

Proprietary funds distinguish operating revenue and expenses from non-operating items. Operating
revenue and expenses generally result from providing services in connection with the proprietary
fund's principal ongoing operations. The principal operating revenue of our proprietary funds relates
to charges to customers for services. The Sewer Operations Fund also recognizes the portion of
tap fees intended to recover current costs  (e.g., labor and materials to hook up new customers)
as operating revenue. Operating expenses for proprietary funds include the cost of sales and
services, administrative expenses, and depreciation on capital assets. All revenue and expenses
not meeting this definition are reported as non-operating revenue and expenses.

Bank Deposits and Investments

Cash and cash equivalents are considered to be cash on hand, demand deposits, and shori-term
investments with a maturity date within three months or less when acquired.

Receivables and Payables

In general, outstanding balances between funds are reported as “due to/ffrom other funds." Activity
hetween funds that is representative of lending/borrowing arrangements outstanding at the end of the
fiscal year is referred to as “advances toffrom other funds.” Any residual balances outstanding
between the governmental activitles and the business-type activities are reported in the government-
wide financial statements as “internal balances.”

All trade and property tax receivables are shown as net of allowance for uncollectible amounts.
Property taxes are levied on each December 1% on the taxable valuation of properly as of the
preceding December 31%. Taxes are considered delinquent on March 1% of the following year, at
which time penalties and interest are assessed.

Inventories and Prepaid ltems

Inventories are valued at cost, on a first-in, first-out basis. Inventories of governmenial funds are
recorded as expenditures when consumed rather than when purchased. Certain payments to vendors
reflect costs applicable to future fiscal years and are recorded as prepaid items in both government-
wide and fund financial statements.

Capital Assets

Capital assets, which include property, plant, equipment, infrastructure assets (e.g., roads, bridges,
sidewalks, and similar items) are reported in the applicable governmental or business-type activities
column in the government-wide financial statements. Capital assets are defined by the Township as
assets with an initial individual cost of more than $500 and an estimated useful life in excess of two
years. Such assets are recorded af historical cost if purchased or constructed. Donated capital assets
are recorded at estimated fair market value at the date of donation. Interest incurred during
construction of capital assets of business-type activities is included as part of the capitalized value of
the assets constructed.
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CLARENCE TOWNSHIP
NOTES TO FiNANCIAL STATEMENTS

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONT'D

Property, piant and equipment is depreciated using the straight-line method over the following useful

lives:
Buildings 40 to 50 years
Furniture and Fixtures 5to 20 years
Machinery & Equipment 410 10 years
Sewer System 50 years
Vehicles 10 years

Long-Term Qbligations

In the government-wide financial statements, long-term debt and other long-term obligations are
reported as liabilities in the applicable governmental activities or business-type activities. Bond
premiums and discounts, as well as issuance costs, are deferred and amortized over the life of the
bonds using the effective interest method. Bonds payable are reported net of the applicable bond
premium or discount. Bond issuance costs are reported as deferred charges and amortized over
the term of the related debi. In the fund financial statements, governmental fund types recognize
bond premiums and discounts, as well as bond issuance costs during the current period. The face
amount of debt issued is reported as other financing sources. Premiums received on debt
issuances are reported as other financing sources while discounts are reported as other financing
uses, lssuance costs are reporied as debt setvice expenditures.

Fund Eguity

In the fund financial statements, governmental funds report reservations of fund balance for amounts
that are not available for appropriation or are legally restricted by outside parties for use for a specific
purpose. Designations of fund balance represent tentative management plans that are subject to
change.

Use of Estimates

The preparation of financial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect
the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenue and expenses during the period.
Actual results could differ from those estimates.

Property Taxes

The Township property tax is levied on each December 1, on the State taxable valuation of property
located in the Township as of the preceding December 31%.

Although the Township 2006 ad valorem tax is levied and collectible on December 31, 2006 it is the
Township's policy to recognize revenue from this year's tax levy.

The 2006 State Equalized Valuation of the Township totaled $105,376,740 and the State Taxable

Valuation was $68,069,591, on which ad valorem taxes levied consisted of .8075 mills and raising
$54,958 for Township operations.
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 2 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budget Policies

Annual budgets are adopted on a basis consistent with generally accepted accounting principles and
State Law for the general fund and special revenue funds. All annual appropriations lapse at fiscal
year end. Encumbrances are not employed.

The budget document presents information by fund and function. The legal level of budgetary control
adopted by the governing body (i.e., the level at which expenditures may not legally exceed
appropriations) is the activity level. Expenditures in excess of amounts budgeted are a violation of
Michigan Law. State law permits entities to amend their budgets during the year. There were no
significant amendments during the year.

Excess of Expenditures Over Appropriations in Budgeted Funds

Fund Appropriated Expended Variance
Public Safety:
Planning Commission $ 1,700 &% 1775 8 (75)

NOTE 3 - CASH

Michigan Compiled Laws, section 129.91, authorizes the Township to make deposits and invest in
the accounts of the federally insured banks, credit unions, and savings and loan associations which
have offices in Michigan. The Township is aliowed to invest in bonds, securities and other direct
obligations of the United States or any agency or instrumentality of the United States; United States
government or federal agency obligations; repurchase agreements; banker's acceptance of United
States banks; commercial paper rated within the two highest classifications which mature not more
than 270 days after the date of purchase; obligations of the State of Michigan or its political
subdivisions which are rated as investment grade; and mutual funds composed of investiment
vehicles which are legal for direct investment by local units of government in Michigan.

The Township Board has designated two banks for deposit of Township funds. The investment policy
adopted by the board in accordance with Public Act 196 of 1997 has authorized investments in bank
accounts and CDs, but not the remainder of State statutory Township as listed above.

The Township's deposits and investment policy are in accordance with statutory authority.
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 3 - CASH — CONT'D

At year-end, the Local Unit's deposits and investments were reported in the following categories:

Governmental Business-Type Fiduciary Total Primary

Activities Activities Funds  Government
Cash and Cash Equivalents $230,384 $ 18,460 $ 7,553 $ 256,397
Investments 124,000 50,000 174,000
Total $230,384 $142,460 $57.653 $ 430397
The Breakdown between deposits and invesiments is as follows:
Primary

Governmeni

Bank Deposits {(checking and savings accounts) $256,397
Investments in certificates of deposit 174,000
$430.397

Total

The bank balance of the primary government's deposits is $384,949, of which $199,000 is covered by
federal depository insurance.

investments are categorized into these three cateqories of credit risk:

1. Insured ar registered, or securities held by the Local Governmental Unit or its agent in the

government's name;
2. Uninsured and unregistered, with securities held by the counterparty’s trust department or

agent in the government's name; and
3. Uninsured and unregistered, with securities held by the counterparty or by its trust department

or agent but not in the Local Governmental Unif's name,

At vear-end, the government's investment balances were categorized as follows:

Reported
Category Amount

12 3  (FairValue)

Certificates of Deposit
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 4 — RECEIVABLES

Receivables as of year-end for the government's individual major and non-major funds, and fiduciary
funds In the aggregate, including the applicable allowances for uncollectible accounts, are as follows:

General Sewer Non-Major and
Fund Fund Qther Funds Total
$ $ $ $
Taxes Receivable 8,771 7411 16,182
Accounis 9,929 9,929
Special Assessments 153,062 153,062
Due From Other Governments 333,295 333,295
Net Receivables $ 18,700 & 486,357 § 7411 § 512,468

Governmental funds report deferred revenue in connection with receivables for revenue that is not
considered o be available to liquidate liabilities of the current period. Governmental funds also defer
revenue recognition in connection with resources that have been received but not yet earned. At the
end of the current fiscal year, the various components of deferred revenue are as follows:

Unavailable
Taxes $16.182
NOTE 5 - INTERFUND RECEIVABLES, PAYABLES, AND TRANSFERS

The composition of inter-fund balances is as follows:
Receivable Fund Payable Fund Amount
Due To/From Other Funds

Tax Collection Fund General Fund ) 7,214

Fire Equipment Fund 6,630

Total § 1384

These balances result from the time lag between the dates that goods and services are
provided and reimbursable expenditures occur, transactions are recorded in the accounting
system, and payments between funds are made.

Inter-fund transfers reported in the fund financia! statements are comprised of the following:

Fund Providing Resources Fund Receiving Respurces

Amount
General Fund Equipment Fund $9,000
Cemetery Trust Fund General Fund 3,077
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 6 — CAPITAL ASSETS

Capital asset activity of the primary unit for the current year was as follows:

Beginning Ending
Balance Increases Decreases Balance
Governmental Activities
Capital Assets Not Being Depreciated
Land $ 2000 $ $ $ 2,000
Capital Assets Being Depreciated
Buildings 159,000 159,000
Furniture and Fixtures 84,908 _ 84,908
Subtotal 243,908 -0- -0- 243,908
Less Accumulated Depreciation 162,518 3,394 165,912
Net Capital Assets Being Depreciated 81,390 {3,394} -0- 77,996
Governmental Activities Total Capital
Assets - Net of Depreciation $ 83,320 § (3.394) % -0- Ly 79,996
Beginning Ending
Business-Type Activities Balance Increases Decraases Balance
Capital Assets Not Being Depreciated
Land % 118,712 § $ 5 118,712
Construction in Process ~0- 35,000 35,000
Subtotal 118,712 35,000 -0- 163,712
Capital Assets Being Depreciated
Buildings 12,106 12,1086
Sewer System 2,447,887 2,447 887
Equipment 98,892 1,648 100,540
Subtotal 2,558,885 1,648 -0- 2,560,633
Less Accumulated Depreciation 1,379,750 53,556 1,433,306
Net Capital Assets Being Depreciated 1,179,135 {51,908) -0- 1,127,227
Busines-Type Activities Total Capital
Assets - Net of Depreciation $ 1,297,847 § {(16.908) § -0- % 1,280,939

Depreciation expense was charged to programs as follows:

Governmental Activities:

General Government $ 3,394
Business-Type Activities:
Sewer $ 53,556
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CLARENCE TOWNSHIP
NOTES TO FINANCIAL STATEMENTS

NOTE 7 — RESTRICTED ASSETS

Certain proprietary funds report restricted assets for cash deposited in bank accounts legally
restricted for specified uses such as the payment of fiscal fees on long-term debt or mortgage
loans.

NOTE 8 - LONG-TERM DEBT

Included in the business-type activities are special assessment bonds that were issued
Movember 23, 1977. These bonds totaling $996,000, were used to construct a sewage

treatment system. The Township pledged its full faith and credit for payment. These bonds are
payable over 40 years with interest at 5.0%. '

Total interest incurred for the Township for the year was $20,813.

Long-term obligation activity can be summarized as follows:

Interest Principal Beginning Additions Ending Due Within
Rate  Matures  Balance (Reductions) Balance One Year
Business-type Activity
Special Assessment Bonds
1977 sewage disposal

Bonds 5.00% 11-1-17 $425,000 ($35,000) $390,000 $35,000

Annual debt service requirements fo maturity for the above obligations are as follows:
Business-type Activities

Year End March 31 Principal __interest
2008 $ 35000 $ 19,500
2009 35,000 17,750
2010 40,000 16,000
2011 40,000 14,000
2012 40,000 12,000

Thereafter 200,000 30,000
Total $ 390,000 §109.250

NOTE 9 - RISK FINANCING

The Township is exposed to various risks of loss related to theft of, damage to, and distribution
of assets; errors and omissions; and injurles 1o employees. The Township purchases insurance
from independent third parties for claims relating to general liability, excess liability, auto liability,
errors and omissions, physical damage {equipment, building and contents) and workers’
compensation. Settlement amounts have not exceeded insurance coverage for the current or
three prior years.
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CLARENCE TOWNSHIP

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND
YEAR ENDED MARCH 31, 2007

Variance
Original Amended Favorable
Budget Budget Actual (Unfavor)
Revenues:
Taxes:
Current Taxes % 62,200 s 55,166 § 51,807 % (3,359)
Administrative Fee 27,800 29,400 29,457 &7
Penaities and Interest 200 200 365 165
Special Assessments . 2,200 2,200 2,195 (5)
92,500 86,966 83,824 (3,142)
State Grants:
State Shared Revenue 135,000 138,600 138,646 46
Licenses and Permits:
Canstruction Permits 19,900 19,900 15,129 (4,771)
Cable TV Franchise Fees 1,280 1,280 1,243 {37)
21,180 21,180 16,372 {4,808)
Charges for Services:
Cemetery Grave Openings 3,000 3,000 3415 415
Cemetery Lot Sales 800 800 825 25
3,800 3,800 4,240 440
Interest and Rentals;
Interest 200 200 273 73
Hall Rental 4,000 4,000 3,400 {600)
4,200 4,200 3,673 {627)
Other Hevenue 2,240 2,240 1,836 (404)
Total Revenues 258,920 256,986 248,591 (8,385)
Expenditures:
Current:
General Government:
Legislative:
Salaries 4,040 3,770 3,671 29
Supervisor:
Salary 9,410 9,410 9,409 1
Expenses & Supplies 200 220 202 18
9,610 9,630 9,611 19
Election:
Salary 2,800 2,800 2,788 11
Publications & Supplies 1,100 1,950 1,759 191
3,900 4,750 4,547 203
Assessor:
Salaries 16,440 16,440 16,323 117
Expenses & Supplies 1,000 600 564 36
$ 17,440 5 17,040 s 16,887 3 1563

The notes to financial statements are an integral part of this statement
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CLARENCE TOWNSHIP
STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE
BUDGET AND ACTUAL - GENERAL FUND
YEAR ENDED MARCH 31, 2007

Variance
Original Amended Favorable
Budget Budget Actual (Unfavor)
Generai Government {cont'd):
Clerk:
Salaries % 12,761 s 12,441 g 12,432 8 9
Postage 3,300 2,600 2,748 (148)
Publications & Supplies 3,400 7,800 6,866 934
Professional 12,800 11,410 10,763 647
Dues & Subscriptions 1,250 1,400 1,335 85
Conferences & Workshops 300 300 -0- 300
Miscellansous 1,000 900 844 56
34,811 36,851 34,988 1,863
Board of Review:
Salaries 1,200 1,200 1,200 -0-
Treasurer:
Salaries 14,102 14,102 14,102 -0-
Supplies & Expenses 600 600 541 59
14,702 14,702 14,643 59
Township Hall:
Salaries 26,000 23,800 23,813 (13)
Telephone 3,300 1,700 1,505 195
Office & Maint. Supplies 800 950 945 5
Janitorial & Lawn Care 3,000 2,600 2,548 52
Repairs & Maintenance 2,750 2,050 2,121 {71)
Utilities 7,030 5,130 4,940 120
Miscellaneous 1,800 1,850 2,037 {187)
44,680 38,080 37,909 171
Miscellaneous Expenses:
Road Improvements -0- -0- 273 {273)
Drain-at-Large 4,000 4,000 2,616 1,384
Street Lighting 2,000 2,400 2,204 196
Recycling 2,100 2,100 1,667 433
Miscellaneous 2,715 13,092 -0- 13,092
Insurance 10,000 10,500 9,892 608
20,815 32,092 16,652 15,440
Cemetery:
Sexton Salary 4,737 4,737 4,737 -0-
Lawn Care 12,500 13,500 13,235 265
Grave Opening & Closing 3,000 3,000 3,200 (200)
Maintenance 1,000 2,864 2,282 582
8 21,237 s 24101 & 23,454 s 647

The notes o financlal statements are an integral part of this statement
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CLARENCE TOWNSHIP

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND BALANCE

BUDGET AND ACTUAL - GENERAL FUND
YEAR ENDED MARCH 31, 2007

Variance
Original Amended Favorable
Budget Budget Actual (Unfavor)
Public Safety:
Fire Protection:
Fixed Cost $ 20,000 s 20,000 20,000 s -0-
Runs 40,000 26,000 25,875 125
Capital Qutlay -0- -0- -0- -0-
60,000 46,000 45,875 125
State Construction Code
Enforcement:
Salaries & Fees 23,505 23,505 17,612 5,883
Conferences and Workshops 500 2,325 2,322 3
Expenses 800 940 1,014 {74)
24,805 26,770 20,9418 5,822
Planning Commissior:
Salaries 1,600 1,600 1,775 (175)
Expenses 100 100 ~0- 100
1,700 1,700 1,775 (75)
Capital Outlay 2,000 2,000 -0- 2,000
Total Expenditures 260,940 258,686 232,160 26,526
Excess of Revenues Over
{(Under) Expenditures (2,020) (1,700) 16,431 18,131
Other Financing Sources (Uses):
Operating Transfers In 1,700 1,700 3,077 1,377
Qperating Transfers Cut -0- (9,000) (9,000) -0-
Total Other Financing Sources (Uses) 1,700 (7,300) {5,923) 1,377
Excess of Revenues and Other
Sources Over (Under)
Expenditures and Other (Uses) 3 (320) s (9,000) 10,508 s 19,508

Fund Balances - April 1

Fund Balances - March 31

The notes o financlal statements are an integral part of this statement
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CLARENCE TOWNSHIP
OTHER SUPPLEMENTAL INFORMATION
NONMAJOR GOVERNMENTAL FUNDS
COMBINING BALANCE SHEET
MARCH 31, 2007

Fire
Equipment &
Replacement Road Equipment
Fund Fund | Fund Totals
ASSETS
Cash and Cash Eguivalents % 124,357 8 12,895 § 12,769 & 150,021
Receivables:
Taxes 7,411 7,411
Total Assets 5 131,768 3 12,895 & 12,769 § 157,432
LIABILITIES AND FUND EQUITY
LIABILITIES
Due to Other Funds $ 6,630 5 3 $ 6,630
Deferred Revenues 7,411 7.411
Total Liabilities 14,041 -0- -0- 14,041
FUND EQUITY
Fund Balance - Unreserved 117,727 12,895 12,769 143,391
Total Fund Equity 117,727 12,895 12,769 143,391
Total Liabilities and Fund Balances ] 131,768 % 12,895 § 12,769 & 157,432

The notes to financial statements are an integral part of this statement
28



Revenues:
Taxes
State Grants
Interest

Total Revenues
Expenditures:
Public Safety
Public Works

Total Expenditures

Excess of Revenues Qver
(Under) Expenditures

Other Financing Sources (Uses):

Operating Transfers In
Excess of Revenues and Other
Sources Over (Under)
Expenditures and Other (Uses)
rund Balances - April 1

Fund Balances - March 31

CLARENCE TOWNSHIP

OTHER SUPPLEMENTAL INFORMATION
NONMAJOR GOVERNMENTAL FUNDS

COMBINING STATEMENT OF REVENUE, EXPENDITURES

AND CHANGES IN FUND BALANCES

YEAR ENBED MARCH 231, 2007

Fire
Equipment &
Replacement Road Equipment
Fund Fund | Fund Totals
3 62,097 s ] 8 62,097
4,377 4,377
535 66 29 630
62,692 4,443 29 67,164
51,781 51,781
6,439 6,439
51,781 6,439 -0- 58,220
10,911 (1,998) 29 8,944
-0- -0- 9,000 9,000
10,911 {1,986) 9,029 17,944
106,816 14,891 3,740 125,447
s 117,727 & 12,895 g 12,769 % 143,391

The notes fo financial statements are an integral part of this statement
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REPORT ON INTERNAL CONTROL OVER FINANCIAIL, REPORTING AND ON COMPLIANCE
AND OTHER MATTERS BASED ON AN AUDIT OF THE FINANCIAL STATEMENTS

September 28, 2007

Honorable Board Members
Clarence Township

27052 R Drive North
2lbion, MI 45224

In plamming aund performing our audit of the finanecial statements of the
governmental activities, the business-type activities, each major fund, and the
aggregate remaining fund information of Clarence Township, Albion, Michigan, as of
and for the year ended March -31, 2007, in accordance with auditing standards
generally accepted in the United States of &America, we considered Clarence
Township’s internal control over financial reporting as a basis for designing our
auditing procedures for the purpose of expressing our opinions on the Ffinaneial
statements, but not for the purpose of expressing an opinion on the effectiveness
of the Township’'s intermal control. Accordingly, we do not express an opinion on
the effectiveness of the Township‘s internal control.

Our consideration of internal control was for the limited purpose described in the
preceding paragraph and would not necessarily identify all deficiencies in internal
contrel that might be significant deficiencies or material weaknessesz. However, as
discussed below, we identified certain deficiencies in internal control that. we
consider to be significant deficiencies.

A control deficiency exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A sgignificant
deficiency is a control deficiency, or a combination of control deficiencies, that
adversely affects the entity’'s ability to initiate, authorize, record, process, or
report financial data reliably in accordance with generally accepted accounting
principles such that there is more than a remote likelihood that a misstatement of
the entity’s financial statements that is more than inconsequentizl will not be
prevented or detected by the entity’s internal control. We consider the following
deficiencies to be significant deficiencies in internal control.

1. PREPARATION OF FINANCIAL, STATEMENTS

Governmental entities are required to prepare financial statements in

accordance with generally accepted accounting principles (GRAP) .
Responsibility for the financial statements of the Township rests with the
Township management. The preparation of financial statements in accordance

with GAAP reguires internal contrel over both (1l)recording, processing, and
swmarizing accounting data {(i.e., maintaining intermal accounting records),
and (2) reporting government-wide and fund financial statements, including
the related ncte disclosures (i.e., external financial reporting}.

Randall L. Tepatti, Registered Represeatative
“Securities offered through NEXT Financial Groop, Ine. Member MASD/SIPC. Cardinal ‘Tepatti & Co.; PC. is not an affiliate of NEXT Finaneial qup, Inc.



It is common for many small to medium-sized governments to rely on the
independent auditors in the preparation of the government-wide and fund
financial statements, as well as the related notes to the financial
statements, as part of its external financial reporting process. As a result,
a government's ability to prepare financial statements in accordance with
GAAP has typically been based, in part, on its reliance on the independent
auditors. By definition, independent auditors cannot be part of the
government’s internal controls.

The condition noted in the preceding paragraph exists at Clarence Township.
The cause for this condition is simply hecause it is more cost effective to
outsource the preparation of its annual financial statements to the
independent auditors than to incur the time and expense of having the
employees and/or management obtain the necessary training and expertise
required to perform this task internally.

As & result of this condition, the employees and/or management do not possess
the qualifications necessary to prepare the Townghip’s annual financial
statements and notes to the financial statements in accordance with GAAP. The
Township relies, in part, on the independent auditors for assistance with the
preparation of annual financial statements and related notes to the financial
statsments in accordance with GAAP.

We recommend the Township consider the proper training for the appropriate
staff members to assure that they are able to fully understand what goes into
the preparation of the annual audited financial statements and so that they
can take responsibility for the preparation of the annual audited financial
statements, assure there are no material misstatements, and assure there are
appropriate disclosures in accordance with accounting principles generally
accepted in the United States of America.

DETERMINATION OF ACCOUNTS RECEIVABLE AND ACCOUNTS PAYABLE

During the course of our audit, we have annually performed a search for
unrecorded receivable and payvable amounts. As a result of that search,
journal entries were suggested to the Township’s management for entry into
the general ledger. In many instances, the suggested receivable and payable
amounts would be considered material to the Township’s financial statements.

We recommend the Township make determinations of accounts receivable and
accounts payable amounts by fund as part of their vyear-end closing
procedures. Documentations supporting the receivable and payable amounts
recorded in the general ledger should be retained for audit purposes.

MATERIAT, JOURNAL ENTRIES PROPOSED BY AUDITORS

Material journal entries to properly account for transactions that occurred
during the year were proposed by the auditors. These misstatements were not
detected by the Township’s internal control over financial reporting.
Statement on Auditing Standards No. 112 (SAS 112}, Communicating Internal
Control Related Matters Identified in an Audit, emphasizes that management is
responsible for establishing, maintaining, and monitoring internal controls,
and for the fair presentation in the financial statements of £financial
positions, results of operations, and cash flows (when applicable), including
the notes to financial statements, in conformity with U.S5. generally accepted
accounting principles. The auditors cannot be a part of internal controls.

We recommend that the Township take steps to ensure that material journal
entries are not necessary at the time future audit analysis is performed.



A material weakness is a significant deficiency, or combination of significant
deficiencies, that result in more than a remote 1likelihood that a material

misstatement of the financial statements will not bhe prevented or detected by the
entity’s internal control.

Our consideration of the internal contreol over financial reporting was for the
limited purpose described in the first paragraph of this section and would not
necessarily identify all deficiencies in the internal control that might be
significant deficiencies and, accordingly, would not necessarily disclose all
significant deficiencies that are also considered to be material weaknesses. We
consider the deficiencies identified as comments 1, 2, and 3 to be material
weaknesses in internal control over financial reporting.

Compliance and Qther Matters

As part of obtaining reasonable assurance about whether the Township’s financial
statements are free of material misstatements, we preformed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements,
nencompliance with which could have a direct and material effect on the
determination of £financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly
we do not evpress such an opinion. The regsults of our tests disclosed the f£ollowing
instance of non compliance:

EXPENDITURES IN EXCESS OF APPROPRIATICNS

During the course of the zudit, we noted one instance where expenditures had
heen incurred in excess of amounts appropriated. This issue was noted in the
General Fund and reported in our audit comments last year.

Michigan Public Act 621 of 1978, as amended, provides that the Board shall
Adopt formal budgets for the General and all Special Revenue funds and shall
not incur expenditures in excess of the amounts appropriated. The budget must
include all anticipated expenditures and the related revenue and fund equity
to fund these expenditures.

We recommend that the Township Board monitor adopted budgets against actual
expenditures and make adjusiments as appropriate throughout the year.

This report is intended solely for the use of management and the Township Board of

Clarence Township and is not intended to be and should not be used by anyone other
than these specified parties.
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